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In the context of the new enterprise income tax law, the tax rate for the majority 
of listed firms will decrease from 33% in 2007 to 25% in 2008 while for listed firms 
which enjoy favorable tax treatment it will increase in 3~5 years to reach 25%, this 
paper investigates the degree to which capital market participants anticipate and 
correctly interpret temporary income effects of tax-motivated income shifting.  
The studies about tax-motivated earnings management interiorly are so few that 
can be counted on one’s fingers. Moreover, the research about analyst anticipation of 
the income shifting is scarce. So, I hope that the crude remarks in this paper may draw 
forth by abler people. On one hand this paper enrich the studies on earnings 
management for tax avoidance, on the other hand it can increase our understanding of 
the costs firms face when they implement tax-planning strategies. Otherwise , these 
results provide some reference to tax police reform and the listed companies’ 
tax-planning strategies. 
The empirical analysis in this paper is about the inspection of three hypotheses. 
Firstly, we investigate whether listed firms will make accrual management and real 
earnings management to minimize tax expenses. Secondly, we examine whether 
analysts can anticipate earnings management that shifts income between 2007 and 
2008. Lastly, we wonder investors how to give a reaction to the listed firms’ behavior 
of earnings management. We find evidence that those firms with declining tax rate do 
make obvious accrual management but don’t involve in real earnings management, 
while the firms with climbing tax rate don’t make obvious accrual management and 
real earnings management. Analysts don’t fully anticipate these activities of earnings 
management in their earnings forecasts. We also find evidence that market prices do 
not fully reflect the temporary income effects of tax-motivated income shifting and 
that analyst inefficiency can explain some of the market inefficiency. We interpret 
these inefficiencies as potentially costs of tax planning. 
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